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CURRENT OUTLOOK

CVM and the stock market

March of 2000 marked the end of a secular (long-
term) bull market that started in August 1982 and
the onset of a secular and ongoing bear market. The
accompanying table shows how our clients gener-
ally fared over the ten years ended June 30, 2010 
in comparison to the stock market, as represented
by the S&P 500.1 [Notes appear on page 12.] Past 
performance is no guarantee, or even necessarily an
indicator, of future results. Nevertheless, ten years 
is a reasonable test of investment performance in
comparison to the S&P 500, the most widely used
benchmark for stock market performance.

CVM Balanced Portfolio Composite vs. S&P 500
Ten Years Ended June 30, 2010

Annual-
Total ized

Return* Rate*

CVM Balanced Portfolio Composite +76.90% +5.87%

S&P 500 -14.98% -1.61%

*CVM Balanced Portfolio Composite returns are net of trans-
action costs and investment advisory fees; S&P 500 returns
include dividends. See pages 10 and 11 for information about
the construction and performance of the Composite.

The Economy

As stated in a recent Time magazine cover story, the
problems of America’s economy in 2010 are a series
of variations on a single theme: ‘‘When times were
good and the future seemed bulletproof, all sorts
of grand ventures were floated on waves of debt.
No one cared, because everyone planned to be
richer when the bills came due. Only if the bubble
burst would the bills become unpayable.’’2

Actions of the Federal Reserve (the Fed) in
recent years were a principal cause of successive
bubbles in the stock market and the real estate
market. The Fed’s prescription for averting or 
alleviating economic recessions has been to flood 
the economy with money. Fred Hickey, a perceptive
observer, commented that the Fed’s policy of
‘‘encouraging the overly indebted U.S. consumer
to take on even more debt by driving interest rates
to 1% and kicking off asset bubbles in houses 
and stocks (a second time) was not the long-term 
solution needed.’’3

The economic recession that started in
December 2007 is the longest recession since the
end of World War II.4 If it is over, the recovery is
hard to see, given the following:

- One in every 10 American homeowners
missed a mortgage payment in the first
quarter of this year – a new record.
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- One in 10 Americans’ credit-card usage is
being written off – also a new record.

- One in six working age Americans is either
unemployed or underemployed.

- Over four in 10 of those jobless Americans
have been out of work for at least six months.

- There are five unemployed workers compet-
ing for every job opening.

- The home of one in four Americans is now
worth less than the mortgage against it.

- Only one in 50 Americans plans to buy a
home in the next six months.5

Despite federal government stimulus and
bailout spending totaling three trillion dollars,
economic growth and full employment are still
missing. Although government spending in 2008
and its aftermath may have averted an even worse
crisis in the financial system of the U.S., $85 billion
of federal stimulus spending in California over 
the past year or so has not created permanent and
sustainable new employment.6 Small businesses
are not playing their usual role in creating the
vast majority of new jobs, due to the financial 
crisis and fear of increased taxes and regulation.7

The actions of the U.S. Treasury and the Fed
have not increased lending and borrowing because
many businesses and individuals still have far too
much debt and are unable to service the debt they
already have. Furthermore, large banks are not
eager to lend because they still hold so many bad
loans and they have no incentive to lend because
they can borrow from the Fed at near-zero interest
and lend the money risk-free to the U.S. Treasury at
a slightly higher rate. While this is helping the banks
restore their capital, it is a disincentive to taking
the risks of commercial and consumer lending.

Real Estate

We expect continued weakness in the commercial
and residential real estate markets. In many 
geographic regions and price ranges massive
mortgage purchases by the Fed and Fed-induced
low interest rates have prevented home prices 
from falling to a level where strong buying activity
would resume.

Since the start of the recession in 2007, more
than five million homes have been taken back by
lenders. It is estimated that as many as 13 million
more homes could fall into foreclosure over the next
five years.8 This wave of continuing foreclosures is
exerting downward pressure on home prices that
could persist for another few years.

The Stock Market 

Hard economic times present bargains in the stock
market, as in the health care industry recently. We
have been building a significant position in health
care spread among seven investment-quality
pharmaceutical and medical device companies.

Although the overall stock market, as repre-
sented by the S&P 500, has moved up over 50%
from its low point of early March 2009, it seems 
to us that this rebound is due partly to wishful
thinking about the economy, and partly to massive
injections of money into the economy by the Fed.

As of this writing, the overall stock market
appears relatively expensive. The purpose of
determining the overall market valuation is to serve
as a cautionary warning against being too heavily
invested in common stocks when the overall 
market is overvalued and bargains are few, and
insufficiently invested in common stocks when
the market is undervalued and bargains abound.

Graph 1 shows the historical record of the 
market price of the S&P 500 in relation to average
earnings for the prior ten years. From its current
level the S&P would need to fall 20% to reach the
long-term average ratio of price to ten-year trailing
earnings. As shown in the graph, even at last year’s
low point the 10-year trailing PE ratio of the S&P
was still rather high in comparison to the low PE
ratios of the bear markets of the 1930s and the 1970s.

Precious Metals

Although gold is up 200% in price since the 
beginning of June 2005 to June 30, 2010, we think 
the prospects remain strong for still higher prices in
precious metals and mining shares. Our commit-
ments to marketable securities based on precious 
metals include both a gold and a silver component.
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The fundamental factor driving gold up in
relation to the U.S. dollar (USD) is concern about
deterioration in the value of the USD on account 
of chronic deficit spending by the federal govern-
ment. In relation to America’s national income, 
as represented by Gross Domestic Product (GDP),
our federal government is running current and
projected future deficits that are at the highest
levels on record at any time other than during the
Civil War and World Wars I and II.

What happened to inflation?

The year over year inflation rate, as represented by
the Consumer Price Index (CPI), has been low and
falling in recent months. Since deficit spending and
excessive money creation by government is the
source of inflation, and government deficits have
been high and rising for years, it seems anomalous
that the rate of increase in the CPI is falling now.

There are reasons for this seeming anomaly. First,
there has been a major deflation in asset prices in
real estate and in the stock market that has greatly
reduced banks’ willingness to make loans. Reduced

lending reduces borrowing and the turnover of
money in circulation, which has a deflationary effect.

Falling asset prices and a weak economy trans-
late into downward pressure on prices of many,
but not all, goods and services.9 Without the
excessive money creation used by the Fed to offset
asset value deflation, we believe that there would
have been significant producer and consumer
price deflation already.

Second, due to economic problems in Europe,
the dollar has risen against the euro, which reduces
the prices of imports from Europe, a leading trading
partner of the U.S.Third, as bad as the finances of the
U.S. government are, they are no worse than those of
Europe and much of the rest of the world; the U.S.
still has the world’s largest economy; and the U.S.
dollar remains the world’s leading reserve currency,
the one in which contracts are settled for purchase
of petroleum and other important commodities.

The U.S. government projects record deficits
over the next decade. After deflationary pressures
from the collapsed credit bubble subside, all the
deficit spending and concomitant excessive money
creation is likely to cause major erosion of the
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purchasing power of the dollar and large increases
in producer and consumer prices. That, in turn,
would more than likely cause higher prices for gold.

GREECE AND EUROPE; 
CALIFORNIA AND THE U.S.

Greece is a small country, with a population of 
10 million in an area the size of Mississippi and 
a GDP less than one-fourth that of South Korea.
Yet Greece has become a symbol of the financial
troubles plaguing many other countries. The 
government of Greece has been spending far
beyond its means in recent years. One in six Greek
workers is employed by the state, usually in a job
guaranteed for life. Taxes in Greece are high but
government spending is even higher. Tax evasion
is rampant. Citizens in the private sector of the
economy cannot and do not want to support the
current level of government spending.

Earlier this year the Greek government admitted
the country was bankrupt. Its current budget
deficit, 12.7% of GDP, is more than four times the
limit allowable under rules set by the European
Union (EU) for the sixteen countries using the euro.
Greece’s credit ratings have been slashed, making
borrowing much more expensive for a government
that must borrow heavily to continue operating.

Out of concern that the financial collapse of 
the government of Greece could spread elsewhere
in Europe, the EU and the International Monetary
Fund (IMF) pledged loans of 110 billion euros
($140 billion) over the next three years to avoid a
debt default. In exchange, Greece had to accept an
austerity program, cutting government employee
wages and benefits, demanded by the EU and
IMF.10 Protest riots in the streets of Athens left
three people dead.

Since the U.S. provides much of the funding
for the IMF, in effect Americans are paying some 
of the costs to bail out Greece. A leading American
economist commented that ‘‘. . . with Greece’s
money wages and government debt too high, 
the IMF-EU relief effort does not add any new
options. Instead it delays default by offering yet
more debt as a solution to too much debt.’’11
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Greece is not alone. According to the New York
Times, ‘‘. . .all over Europe governments with big
budgets, falling tax revenues and aging populations
are experiencing rising deficits, with more bad 
news ahead. With low growth, low birthrates and
longer life expectancies, Europe can no longer
afford...its generous vacations and early retirements,
its national health care systems and extensive 
welfare benefits.’’12

The state of California now has a budget deficit
that, on a percentage basis, is as large as that of
Greece. Just as Greece looked to the EU for a bailout,
so is California looking to the U.S. government for
bailout money, some of which has already been
flowing from last year’s $787 billion federal stim-
ulus package to subsidize state and local govern-
ment payrolls in California, and other states as well. 

Such problems are not unique to California.
Forty-six out of the fifty states are now running
budget deficits.13 Within many states, local 
governments are also in bad shape financially. 

Adding to the perilous financial condition of the
state of California, the California state employee
retirement fund is asking the state for an immediate
infusion of $700 million dollars to bolster its
underfunded pension fund, and the state teachers
retirement fund will also have to ask for more tax
money, as it is underfunded by $42.6 billion.14 In
many other states public employee pensions and
health care benefits are turning out to be more
costly and less affordable than anticipated. How
this all came about is examined in the book
reviewed in this issue.

Even though a significant part of last year’s $787
billion federal stimulus appropriation has already
been directed to state and local governments, offi-
cials from states across our country are talking
openly of seeking more bailout money from the
federal government. The twofold problem with a
federal bailout of state and local governments is (1)
in the long run the federal government can only get
money by taxing citizens of the several states; and (2)
the federal government, with its $62 trillion of debt
($550,000 per household) is already in the position
of needing to reduce spending, not increase it.15



INVESTING IN DIFFICULT TIMES

Currently, there appears to be a dearth of oppor-
tunities for most savers and investors to deploy
their financial assets in ways that are both safe 
and profitable.

- Money market mutual funds have been
paying essentially zero interest for the past
12⁄3 years.

- Interest rates on bank certificates of deposit
(CDs) range from around 1% for six months
to under 3% for five years.

- Investment grade bond yields (equivalent to
interest on CDs) range from 1% for one year
maturities to scarcely more than 2% for
maturities of five years.

- The stock market has performed poorly over
the past twelve years. 

- The real estate market has been falling for
nearly four years and shows no sign of
perking up any time soon.

Precious metals

Gold and gold-related marketable securities have
been a bright and shining exception to this sorry
picture. Since we initiated a position in precious
metals securities on June 1, 2005, we have gradually
built up the precious metal related securities hold-
ings in our clients’ accounts to an average of 26.1%
of total value as of June 30.

As we have reiterated frequently in this 
newsletter over the past five years, we expect 
precious metals and related securities to perform
well in the market due to the effect of perennial
and increasing federal deficit spending, deterio-
ration in the finances of the U.S. government, a
weak domestic economy, and the potential for a
weakening dollar.

Why we hold cash at zero interest

In the absence of imminent high inflation we believe
cash, even at zero interest, is preferable to being fully
invested in stock and bond markets that we deem
over-priced. Cash has been preferable to an over-
priced S&P 500 index, as proven by events since the

market peak of mid-July 2007; and cash is definitely
preferable to assuming the very real risk of high
future inflation by locking up funds in longer-
maturity bonds yielding only a meager 2% to 3%.

Common stocks for income and safety

Despite the risk inherent in the current over-priced
level of the stock market as a whole, there are seg-
ments of the market that present good value now.
Recently, a highly respected investment newsletter
published a list of 32 stalwart, dividend-paying
companies whose shares were paying cash divi-
dends at the aggregate rate of 3.6% per annum while
offering the long-term security inherent in their
considerable size, profitability, and financial
strength.16 The justification for investing in such
companies now is:

- The aggregate dividend yield of 3.6% 
represents a higher cash income than can
be found in the money market or in bonds
of investment grade.

- The financial strength of the companies
reduces the risk of future dividend reduc-
tions. Rather, future dividend increases are
more likely than dividend cuts. Such com-
panies almost invariably retain a portion of
their earnings, with those retained earnings
going on to generate still more earnings –
and rising dividends, too. That has been
why, over the long term, a portfolio of such
companies purchased at a reasonable price
has provided a combination of income and
share price appreciation that is significantly
higher than the return on bonds.

Our clients’ investments include a number of
such companies.

THE DANGERS OF OVER-PRICED
“GROWTH” STOCKS AND “STORY” STOCKS

One of the most alluring speculations in the stock
market is in shares of companies that have been
appreciating rapidly in price for a considerable
period of time. Professional money managers and
mutual fund managers who put clients’ funds in
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shares of such companies justify their commit-
ment by saying it is necessary to “pay up” for
growth. That may work for a while, but it involves
risk that value investors are unwilling to take.

When there is the inevitable slowdown of
growth in earnings of an over-priced “growth
stock” a crash in its share price also becomes
inevitable. The exact timing of the slowdown in
growth is virtually impossible to determine. It’s
like traveling on a speeding train, knowing that a
bridge has collapsed somewhere ahead on the
tracks. Once that fallen bridge is reached, there is
no way to avoid a crash.

The record of Cisco Systems share price, shown
in Graph 2, illustrates that risk.From its initial public
offering of shares in March 1990 through March
2000 Cisco’s share price, on average, doubled once
a year, a rise that, as is typical in such cases, was at
a quicker pace than the rise in the company’s earn-
ings. At the end of 1998 Cisco shares were selling
for 110x that year’s earnings (a P/E ratio of 110x).
By the time the stock market peaked near the

6

end of March 2000 Cisco’s share price had gone 
up another 140% and the P/E ratio was 240x.
However, by then it had become apparent that
Cisco’s earnings growth would slow significantly.
The price crashed 78% from March 2000 to March
2001, erasing all of the gains from the end of 1998.

Clearly visible in Graph 2 is the effect of the
greatest stock market bubble in U.S. history that
climaxed in 1999-2000. As shown in Graph 3, by
deleting the shaded period in Graph 2 (from the
beginning of 1999 to the end of March 2001) one
sees a normal looking share price history for a
company with Cisco’s growth from 1990 to date.
However, those who first bought Cisco shares at
any point during its parabolic rise in 1999-2000 
still have a loss on this commitment over ten 
years later.

Furthermore, if Cisco’s earnings were to double
over the next ten years (by the year 2020), a rea-
sonable valuation of, say 15x earnings, would price
the shares still 50% below their bubble-level peak in
March 2000.

Source: Big Charts
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‘‘Story’’ stocks represent a category of risk that
is too often not understood by individuals partic-
ipating in the stock market. A typical story stock is
a company that has yet to make a profit but seems to
have the prospect of large profits in the near future.

Value investors limit their stock market risk by
investing only in companies whose share price is
justified not by a ‘‘story’’of future promise, but rather
by an established business with valuable assets, real
and substantialearnings anddefinite future prospects.

Shares of Sirius Satellite Radio are an example
of a story stock. Sirius shares moved up nearly 80%
in price over two months following an announce-
ment on October 6, 2004 that radio personality
Howard Stern had received a five-year contract from
Sirius at $100 million per year. The stock market
“story’’ that the Stern announcement seemed to
dramatize was that satellite radio was on the verge of
sensational growth in revenues which would likely
cause the price of Sirius shares to rise significantly.

Increased trading in Sirius shares followed the
Stern announcement. Then as now, the interest rate

on cash was near zero, making a speculative stock
like Sirius look all the more appealing.

Up to 2004 Sirius had never made a profit. It has
not made a profit since then either. The share price
returned to its pre-Howard Stern level within 
two years, and recently was trading around 75%
below the market price on the day of the Howard
Stern announcement.

A current “story’’ stock is Tesla Motors, Inc.
(Tesla) which produces a stylish and fast electric
car. The company completed a successful initial
public offering on June 29 on the strength of 
wishful thinking about the utility of electric cars.
However, the problems with the Tesla Motors
story are manifold. Battery technology only allows
a 125-mile range before a re-charge is necessary,
meaning that you only have about a 60-mile range,
because you have to come back. The company 
has lost money continually since its inception in
2003. Its first model, a sports roadster, is priced 
at $109,000, with a battery that costs $30,000 to 
produce (and presumably to replace). Numerous
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well-financed competitors are expected to intro-
duce high-end electric cars in the next few years.
Finally, every electric car introduced in recent
years has been a money loser for its manufacturer. 

BOOK REVIEW

While America Aged: How Pension Debts Ruined General
Motors, Stopped the NYC Subways, Bankrupted San
Diego, and Loom as the Next Financial Crisis (Penguin
Press 2008) by Roger Lowenstein, 274 pages.

This is a book about the employee pension 
and health care obligations that burden some 
private employers and many, if not most, state and
local governments. 

Roger Lowenstein is a perceptive observer and
chronicler of the world of finance. While America
Aged is his fourth book. His three earlier books
include a definitive biography of master investor
Warren Buffett, Buffett: The Making of an American
Capitalist (1995). Studying the lessons that may 
be learned by reading all of Lowenstein’s books
would be a good foundation for anyone interested
in becoming a competent and confident investor.17

By now it has become widely understood, as
stated recently by a prominent commentator,
that “public sector unions organize voting cam-
paigns for politicians who, on election, repay their
benefactors by approving salaries and benefits 
for the public sector, irrespective of whether they
are sustainable . . . City government was devel-
oped to serve its citizens. Today the citizenry is
working in large part to serve the government.’’18

What follows is a summary, rather than a critique,
of this well-researched and informative book.

Roger Lowenstein says ‘‘the story of pensions
is. . . largely the story of the slow accretion of power
by labor unions.’’ This broad subject is presented in
three case studies: General Motors Corporation (GM);
New York City (NYC); and the City of San Diego.

In all three cases, powerful labor unions were
able to ‘‘wring [ever] higher pension [and health
care benefits] from weak politicians’’ and from
compliant corporate management. ‘‘But excessive
benefits were only a part of the problem. The
greater temptation – the ‘moral hazard’ – was the
latent risk that. . .would thrust the expense onto 

a later generation.’’
From 1950 to 2003, with the aid of its ability to

stage crippling strikes, the United Auto Workers
Union (UAW) demanded from GM and obtained
ever richer pension and health care benefits and, in
1984, an agreement by GM to pay laid off employees
for not working. Consequently, ‘‘over a fifteen-year
stretch ending in 2006, GM poured $55 billion19 into
its workers’ pensions, compared to only $13 billion
that it paid out in dividends . . . GM invested so
much in its pension fund in the mid-1990s that,
with the same money, it could have acquired half
of Toyota . . .’’

Successive generations of GM executives and
UAW leaders made a fundamental miscalculation.
In a series of a dozen contract renegotiations over
50 years they agreed to ever-increasing pension and
health care benefits (promises for future payment)
in exchange for lower current wage increases. Both
sides ignored what actuaries were telling them, that
“pensions without [adequate] funding were merely
expressions of intent that, if things went well, the
workers would get paid.’’

By the early 1970s the relative quality of GM
products and its competitive position in the auto
market were deteriorating, even as its inadequately
funded future employee benefit costs were rising. 

‘‘By 2005 [GM]. . .was spending. . .$5.3 billion 
a year [for employee and retiree health care and]
was filling a prescription every two seconds. . . in
nearly every zip code [in the U.S. and] was paying
for the care of 1.1 million souls, of whom only
140,000. . .were still on the job. . . [By early 2006]
most of GM’s employees were union members
[with] average compensation, including benefits,
an astonishing $81 an hour. . .GM’s market value
was down to a paltry $15 billion compared with 
an absurd $195 billion that it had pledged
retirees. . .The transfer of [the] value [of GM from
stockholders] to pensioners was nearly complete.’’

By the end of 2008 GM was bankrupt, and in
2009 the company was taken over by the U.S. 
government in what amounted to a bailout not 
of the company per se, but of the benefit plans of 
its remaining active union members and far more
numerous retirees.
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The failure of GM to keep its employee benefit
costs down to a sustainable and affordable level was
only part of its mismanagement, the largest factor 
in nearly four decades of failure to meet the test of
competition with foreign auto makers.

All across the U.S., state and local governments
have large and rising unfunded liabilities for
employee benefits. Arealistic recent estimate placed
the under-funding, nationwide, at $2 trillion to $3
trillion for the 23 million active and retired state
and local employees. That is an average of $87,000
to $130,000 per employee in under-funding.20

According to Lowenstein, ‘‘. . .virtually every
government agency in New York City and State
[is] facing [a pension crisis]. . .Other municipalities
and states around the country face a similar pension
problem. In many states [including] California. . .
the problem is considerably worse.

‘‘It’s no accident that the states are in worse
shape than corporate America, because negotiations
in the public sector are inherently tilted in the direc-
tion of higher benefits...because public unions can
organize politically and influence elections – which
is to say, they can vote their bosses out of office. . .

‘‘[P]ublic sector pensions enjoy an enhanced
legal status that makes them ultimately far more
costly.’’ An employee, once hired, is entitled to the
pension benefit in effect at date of hire, and ‘‘[state]
governments [in many states] do not even have
the option of escaping pensions via bankruptcy.’’

After New York law was changed in the 1950s
to allow collective bargaining with public employee
unions, the unions were still forbidden to strike. But
strike they did, periodically closing down the vital
subway system or the bridges into Manhattan,
thereby bringing transportation in NYC to a halt.
The story of union pension and welfare benefits 
in NYC was much like that of General Motors:
ever-increasing union demands and employer
concessions, contributing to the bankruptcy of 
the city in 1975, and renewed risk of bankruptcy 
at present.

In San Diego, Lowenstein’s third example, due
to the power of employee unions and the weakness
of city officials, San Diego chronically over-promised
and under-funded employee benefits. Union leaders

were on the board of trustees of the City Retirement
System. In 1996, the unions colluded with the
Retirement System trustees and city government
to increase employee benefits while deliberately
cutting funding well below the level recommended
by the actuaries employed by the retirement system.
This caused an ever-growing unfunded liability
for retirement benefits.

San Diego was just a microcosm of fiscal 
irresponsibility throughout California state
government. During the stock market rise of the
late 1990s, ‘‘politicians in California regarded the
bull market as an excuse not only to raise benefits
but also to reduce contributions.’’

San Diego pensions were boosted again in 2000.
Firefighters were granted the right to retire at age 50
with a lifetime pension equal to 90% of their highest
earnings. The police, the city council, and the Mayor
also received pension increases, even while the
underfunding of future pensions made the city’s
financial crisis more and more acute. In addition 
to its pension deficits, San Diego ‘‘had a massive
retiree health care liability.’’

In 2002 the city granted even higher pension
benefits in return for the union’s agreement to 
further relax pension funding requirements, thus
making the eventual cost far more burdensome.
Ultimately “...the city admitted it was guilty of... 
false and misleading bond disclosures . . . relating
to the pension system. . . [a new city] auditor. . .
refused to sign off on its audit. . .’’ and consequently
the city was locked out of the bond market.
The turmoil resulted in wholesale changes in the
pension trustees and a new mayor who started to
face up to the financial problems caused by a
decade of over-promising and under-funding
employee benefits.

The economic downturn since 2008 has 
worsened government finances in San Diego, 
and throughout California and most of the 
other states.21

It does not seem likely that raising taxes will be
an option to cover shortfalls in funds for public
employee pay and benefits, in that taxpayers have
become aware – and resentful – of the fact that 
the average pay and benefits for public employees
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is now generally much higher than the average
outside the public sector.22

CREDITS

Frederic G. Marks, Darren C. Pollock, and
David A. Horvitz contributed to the research and
writing of the articles in this issue of Investment
Values. Typographic design, formatting and printing
are byAldus Digital Graphics, Inc. of Los Angeles.

COMPOSITE PORTFOLIO

In 1997 we established our Balanced Portfolio
Composite (the ‘‘Composite’’) using client data
beginning January 1, 1992. The Composite includes
all fully discretionary, fee-paying accounts over
$250,000.00. The Composite assets are allocated
principally among the following asset classes:
equities (common stocks), fixed income (bonds)
and cash. Cash is allocated in accordance with the
views of our firm’s investment officers regarding
the relative desirability of being more or less fully
invested in other asset classes from time to time.

In the Composite, client accounts are combined
for performance reporting purposes to provide a
‘‘Composite’’ return. The Composite represents real
money invested for clients.

In the three months ended June 30, 2010 we
increased our holdings in Abbott Laboratories and
eliminated our holdings in Amgen, Pennsylvania
REIT, Washington REIT, and Weingarten Realty 

Investors. We initiated investments in short-
maturity bonds of CNA Financial and Medtronic
and in shares of Coca-Cola Enterprises (CCE).

CCE is a non-controlled subsidiary of Coca-
Cola (KO). CCE buys from KO the syrups to make
Coca-Cola and a wide variety of other nonalco-
holic beverages, which it manufactures, bottles
and distributes. 

CCE is the world’s largest soft-drink bottler. 
Its products include Coca-Cola, Diet Coke, Coca-
Cola light, Coca-Cola Zero, Cherry Coke, Vanilla
Coke, Fanta, Sprite, POWERade, Dasani water, 
Dr Pepper, and Capri-Sun. It also purchases and
distributes various juices, juice drinks, and sports
drinks.

Earlier this year CCE agreed to sell its North
American bottling operations (70% of its busi-
ness) to KO in exchange for part of KO’s 
bottling operations in Europe. This transforms
CCE into a purely European bottler with strong-
holds in the U.K., France, Belgium, Netherlands,
Luxembourg, Norway and Sweden.

CCE shareholders are to receive a tax-free 
distribution of $10 per share upon completion of
the transaction. After this cash distribution CVM
clients will hold CCE shares with a cost basis 
averaging $15.97 per share, providing a dividend
yield of 3.2% on adjusted cost and a prospective
P/E ratio of less than 11x anticipated earnings,
making this a bargain purchase compared to 
the market valuations of other major soft drink
beverage bottlers.

10

Total return for one year; returns for periods greater than one year
are annualized; all returns include dividends and interest; all Composite
returns are net of commissions and advisory fees. Periods ended 6/30/10.

1-year 3-year 5-year 8-year 10-year______ ______ ______ ______ _______
CVM Balanced Portfolio Composite 14.21% 2.97% 4.63% 4.71% 5.87%

S&P 500 Index 14.34% -9.84% -0.81% 2.50% -1.61%
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Composite Portfolio Holdings
as of June 30, 2010

Security Pct. Assets

Market Vectors Gold Miners ETF 8.7
Newmont Mining 8.5
Berkshire Hathaway 7.9
Federated Prudent Bear Fund 6.1
Federated Prudent Dollar Bear Fund 5.9
Pan American Silver 4.9
Central Fund of Canada 4.0
Pfizer 3.8
Johnson & Johnson 2.4
Wrigley Bond, 4.3%, due 7/15/2010 2.2
Abbott Laboratories 2.1
Leucadia National 2.1
UnitedHealth Group 2.0
Wal-Mart Stores 2.0
Stryker 2.0
Medtronic 1.9
Bristol Myers-Squibb 1.6
Eli Lilly 1.4
Coca-Cola Enterprises 1.2
Markel 1.1
ConocoPhillips 1.0
Berkshire Hathaway, 7.125% due 10/15/2023 1.0
Microsoft 0.9
Chevron 0.8
Verizon Communications 0.6
Other 3.9
Cash Equivalents 20.0

Total 100.0

COMPOSITE PERFORMANCE INFORMATION

The performance results displayed herein represent 
the investment performance record for the Balanced
Portfolio Composite, a Composite of balanced accounts
managed by Cheviot Value Management, LLC, a 
registered investment adviser under the Investment
Advisers Act of 1940. 

The Composite returns are total, time weighted
returns expressed in U.S. dollars and include the 
reinvestment of dividends and other earnings and 
the deduction of transaction charges and investment
advisory fees of 1% per annum.

The S&P 500 Index is a market capitalization
weighted index of 500 of the largest U.S. companies.
The returns for the S&P 500 Index are calculated on a
total return basis with dividends reinvested. The S&P
500 Index is not available for direct investment.

Past performance is no guarantee of future results.
Any investment in marketable securities has the possi-
bility of both gain and loss. Results will vary among client
accounts. The actual return and value of an account will
fluctuate and at any point in time could be worth more
or less than the initial amount invested.

Holdings are subject to change. It should not be
assumed that recommendations made in the future will
be profitable or will equal the performance of securities
in this newsletter. The information contained herein is
based on internal research derived from various sources
and does not purport to be statements of all material facts
relating to the securities mentioned. The information
contained herein, while not guaranteed as to accuracy or
completeness, has been obtained from sources we believe
to be reliable. Opinions expressed herein are subject to
change without notice. Cheviot Value Management or
one or more of its officers may have a position in the
securities discussed herein and may purchase or sell such
securities from time to time.

The CVM Balanced Portfolio Composite has been
examined by independent verifiers for the periods from
January 1, 1992 through December 31, 2008. A copy of
this examination report is available upon request.
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Contact information: 100 Wilshire Blvd., Suite 2020, Santa Monica, CA 90401; (310) 451-8600;
email: contact@cheviotvalue.com; web address: www.cheviotvalue.com.

Investment Values is intended to be a source of educational information about investments and related topics. Comments about specific securi-
ties (stocks and bonds) are NOT intended to be recommendations that readers purchase or sell such securities. Such comments are intended to
explain to readers and investment clients why such securities have been or may be purchased or sold within a diversified portfolio such as the
portfolios of the investment clients of Cheviot Value Management, LLC.

Copyright © 2010 Frederic G. Marks. All rights reserved. Reproduction in whole or in part is not permitted without advance written consent.

NOTES

Seth Klarman, quoted at the top of page 1, is an
experienced and noted value investor. 

01Standard & Poor’s S&P 500 Index consists of 500
large companies with publicly traded shares that,
in aggregate, represent about 75% of the total
value of all publicly traded U.S. shares.

02Quoted from ‘‘Inside the Dire Financial State of the
States,’’ by David Von Drehle, Time, June 28, 2010.

03Quoted from Fred Hickey’s newsletter, The
High-Tech Strategist, issue #266, January 4, 2010.

04According to the National Bureau of Economic
Research (NBER), a private group of leading
economists charged with dating the start and
end of economic downturns.

05See Abelson, Alan, ‘‘Up and Down Wall Street:
May’s Mini-Massacre,’’ Barron’s, May 24, 2010.

06See ‘‘With federal stimulus funds running out,
economic worries grow,’’ by A. Semuels, Los
Angeles Times, June 30, 2010.

07“Small Business Sidelined in Slow Recovery
from Recession,’’ by Don Lee, Los Angeles Times,
July 3, 2010.

08See “Why Mortgage Modification Isn’t Working,’’
by Arkadi Kuhlmann, The Wall Street Journal,
Op-Ed, January 21, 2010.

09At present, petroleum, health care services, college
tuitions, and precious metals are exceptions to the
general rule of lower prices.

10“Deeply in debt, Greece faces a Spartan future,’’
by Henry Chu, Los AngelesTimes, February10, 2010.

11“Privatization Can Help Greece,’’ Op-Ed, byAllan
H. Meltzer, The Wall Street Journal, May 21, 2010.

12“Europeans Fear Crisis Threatens Liberal
Benefits,’’ by Steven Erlanger, New York Times,
May 23, 2010.

13“Inside the Dire Financial State of the States,” by
David Von Drehle, Time, June 28, 2010.

14“CalPERS to resume seeking another $700 million
in tax money,’’ by Marc Lifsher, Los Angeles Times,
June 11, 2010. ‘‘Government Pensions in Cross
Hairs,’’ by E. Halper and M. Lifsher, Los Angeles
Times, April 23, 2010.

15The $62 trillion includes $43 trillion of unfunded
liabilities for Social Security and Medicare. See
Peter G. Peterson Foundation, Our Real Federal
Financial Condition, http://www.pgpf.org/about/
nationaldebt/ and U.S. Fiscal Policies and Priorities
for Long-Run Sustainability, Martin Mühleisen
and Christopher Towe, Editors, International
Monetary Fund (2004), http://www.imf.org/
external/pubs/nft/op/227/index.htm

16Grant’s Interest Rate Observer, June 11, 2010.
17Lowenstein’s other books: When Genius Failed: The

Rise and Fall of Long-Term Capital Management
(2000); Origins of the Crash: The Great Bubble and 
its Undoing (2004); The End of Wall Street (2010). 

18Quoted from “The Crippling Price of Public
Employee Unions,’’ by Mortimer B. Zuckerman,
Editorial, U.S. News & World Report, May 20, 2010.

19Throughout this review emphasis in quoted
matter appears in the original.

20See “The $2 Trillion Hole,’’ by Jonathan R. Laing,
Barron’s, March 15, 2010.

21See ‘‘Inside the Dire Financial State of the States,’’
by David Von Drehle, Time, June 28, 2010.

22According to the U.S. Bureau of Labor Statistics,
as of June 2009, government employees receive an
average of 45% more in pay and benefits than do
private sector employees. See ‘‘The Government
Pay Boom,’’ Editorial, The Wall Street Journal,
March 16, 2010.


